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Small Industries and Big Plans 
Bhabatosh Datta 

A small industry is not necessarily light and the argument for dispersed location is not necessarily an argu
ment for smell or light industries. 

EM P H A S I S on small industries 
is a recurrent feature in the 

discussion of economic problems in 
a l l over populated agricultural coun
tries. In Ind ia a l l recent plans have 
been heavily weighted towards 
small industries and a new interest 
has been created in these by the 
recent debate about the rehabilita
t ion of handloom weavers through 
a restriction of the output-varieties 
of the cotton m i l l industry. I t is 
also noteworthy that almost all 
studies of the economic problems of 
backward areas issued by interna
tional bodies like the I L O or the 
W o r l d Bank emphasise the difficul
ties of a speedy development of 
heavy industries in these areas; and 
these sometimes go to the extreme 
of advocating" a fuller employment 
programme based mainly on a net
work of dispersed, labour-intensive, 
small-sized industries. This should 
of course be clearly distinguished 
f rom the so-called ' Gandhian Plan ' 
for a handicraft-based decentralised 
system. T h e small industries that 
the W o r l d Bank or the Un i t ed 
Nations economists talk about are 
highly mechanised product ion units 
generally expected to be based on 
centrally supplied electric power, 
and it is generally assumed that 
these small industries wou ld not 
only absorb location-rooted labour, 
but would also use machinery of 
the newly developing automatic 
variety and would be highly effi
cient from a technological stand
point. 

I t would appear at f irst sight 
that these small industries satisfy 
most of the conditions one could lay 
down for the choice of the right lines 
of development for a backward eco
nomy. It is obviously desirable that 
the choice should be made in favour 
of industries which are technologi
cally efficient and labour-intensive 
and which require relatively small 
ind iv idual skill . It is desirable that 
the import-intensity of such indus
tries should be small, and, to obviate 
the inflationary pressure as quickly 
as possible, it is also desirable that 
these should be of what Hicks has 
called the ' quick investment ' type 
w i t h a relatively short frui t ion-lag. 
I t w o u l d seem that the small indus
tries w i l l easily satisfy these condi
tions. The emotional bias for small 

industries—a strong force that has 
to be taken into account— is thus 
apparently supported by economic 
arguments. A n d these arguments 
are not of the o l d variety that tra
ditionally find their place in text 
books on Indian economic problems; 
the language nowadays is largely 
Keynesian and part ly even more 
sophisticated. 

The debate about small industries 
is, however, often based on an i n 
adequate consideration of the fu l l 
implications. It is not always re
membered that a small industry is 
not necessarily l ight and that the 
argument for dispersed location is 
not necessarily an argument for small 
or l ight industries. One am easily 
point out that those small industries 
which are technologically efficient 
are likely to require a large-scale 
importat ion of automatic machinery, 
and that a scheme of dispersal may-
have to be based on the provision 
of electricity and transport which 
make the aggregate endeavour high
ly capital-intensive. A strong case 
for small industries has recently been 
made out by Blair and others from 
the fact that new technological de
velopments—like automatic ma
chines, synthetic alloys, die-casting, 
small-sized precision instruments— 
have reduced the technological dis
advantage of small-scale production. 
But small-scale operation that 
modern technological advance has 
made possible is highly capital-in
tensive wi th in the given scale, and 
a large number of such industries 
may absorb a substantial amount of 
capital. Besides, the over-all Y a p i -
tal intensity, of a system of small 
production units supported by wide
spread electrification and communi
cation schemes wou ld be very high, 
especially when the work-units are 
likely to be scattered and the average 
intake of electricity and transport 
facilities very small. When a case 
is made out for a network of small 
industries in a capital deficient 
country on the ground of their 
1 lightness ', the emphasis is generally 
put on the investment of the ind i 
vidual owner, and not on the aggre
gate private and collective invest
ment. 

T h e question of dispersal has often 
been completely identified w i t h that 
of small size. But the argument for 

dispersed location arises from social 
and strategic factors, as wel l as f rom 
such economic factors as immobi l i ty 
of labour or the need for regional 
development, the argument for small 
(and l ight ) industries arises f rom 
the absolute shortage of capital, 
skill and high grade managerial 
ability. The two arguments do not 
belong precisely to the same plane. 
A n d , a l l industries are not suitable 
for a dispersed location, even if a 
small size is technologically or other
wise advantageous. There are some 
which cannot be economically l ink
ed up wi th agriculture. There are 
others which are highly susceptible 
to the business cycle and therefore 
require to be w i t h i n the reach of 
administrative control, and there are 
still others which have a special 
' symbiotic ' l ink w i t h urban markets 
or w i t h particular large industries. 
On the other hand, the industries 
which are ' foot-loose ', which use 
labour that would otherwise remain 
unemployed (especially, female 
labour) and which are 'ma te r i a l -
or ien ted ' are the ones most suitable 
for dispersed location; one can 
mention especially those industries 
in which technical progress consists 
largely in improving the raw mate
r ia l . 

The development of technologic
ally efficient but light small indus
tries and the dispersal of suitable 
ones into rural location w i l l inevi
tably call for intensive planning,— 
in fact more intensive than a deve
lopment plan based on large indus
tries. The small ones wi l l not grow 
unless a definite bias is created to
wards them. State-planning w i t h 
a view to creating this w i l l involve 
a comprehensive control of private 
investments and their location, 
arrangements for financing and 
finally, responsibility for price-main
tenance. One can remember the 
extensive government planning he-
h ind the Dutch scheme of develop
ing scattered industries in Indonesia 
in the 'thirties, and can take note 
of its record of failure. Govern
mental planning machinery, by its 
very nature, operates better wi th a 
small number of large industries 
than w i t h a large number of small 
industries. 

It is sometimes expected that small 
industries can be organised exten-
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sivriy through industrial coopera
tives. But an industrial co-operative 
is only a form of organisation and 
not a type of industry; what we have 
said above about the lightness or 
otherwise of industries w i l l not be
come inva l id on account of a change 
in the form of organisation. When 
rurally located small industries are 
desirable on economic grounds, in 
dustrial co-operatives would prob
ably be the best means for organis
ing them; but the first question has 
to be answered first. The frequently 
repeated comparison w i t h Chinese 
' gang-hos' or ' induscos ' is abso
lutely out of place. These were 
highly skill-intensive- many of the 
workers were ' Bailey Boys ' trained 
at Detroit and the main purpose 
of developing these was to secure 
mobile work-units which could be 
shifted from place to place w i t h 
changes in. the war situation. Those: 
gang-hos were supported by an 
expensive overhead organisation and 
the war-time progress could not be 
maintained after 1945: w i t h i n one 
year of the termination of war the 
number of induscos dropped from 
1.738 to 282. 

The main difficulty arises because 
those small industries which are 
technically efficient are not really 
light from an overall viewpoint, and 
those which are really light are often 
technologically disadvantageous. 
Lokanathan's 1943 estimate of the 
relative productivity of different 
production units in India gave some 
interesting results. He compared 
the capital investment per worker 
and per output uni t in large cotton 
mills, small power loom units, small 
automatic loom units and cottage 
handloom units. His figures show 
that every Rs 1,000 wor th of goods 
represented a capital investment of 
Rs 1,846 and required 1,54 labourers 
"in modern large-scale mills, the cor
responding figures for automatic 
loom units, were Rs 1,125 and 12.5 
labourers, and for handloom units 
Rs 778 and 22.2 labourers. Money 
wages in the labour-intensive cate
gories of cotton weaving have there
fore to be a very small fraction of 
those in cotton mills in order to 
make any measure of price com
petition possible. Wages cannot in 
fact differ so much as wou ld be 
indicated by these figures, and many 
small units are continuing only be
cause the workers are self-employed, 
or family-dependents and cannot 
move to other occupations. Small 
industries may persist under heavy 
odds because of difficulties of move
ment and imperfections of the labour 

market including some measure of 
monopsonistic exploitation of labour. 

The case of Japanese small indus-
tries is often mentioned. It is to 
that inspite of a large measure of i n 
dustrialisation, about two-thirds of 
the Japanese workers depended on 
small and medium sized industries 
in the 'thirties and that these indus
tries produced about 43 per cent 
of the domestic consumption and 
65 per cent of the exports. But the 
Japanese small industries were gen
erally under the financial control 
of either state departments or of the 
great ' zaibatsas', and were helped 
by a supply of capital-intensive elec
tric power. The scale of business 
was generally large while the scale 
of production was small, and the 
over-all capital intensity was not 
really very small. Besides, the ag
gregates conceal the fact, that many 
Japanese small industries were de
plorably inefficient. The data col
lected by Akamatsu and Koide show 
that before the war, more than 45 
per cent of all workers in the hosiery 
industry were engaged in small units 
w i th less than 5 persons each, but 
these units together produced only 
12.2 per rent of the total value of 
the hosiery product ion of the coun
try. Similar details are available in 
other estimates made by the Mi t su
bishi Research Bureau, by Uyeda 
and G. C. Allen. 

One can also note that before the 
war the number of handloom weav
ers was 85 per cent of the total 
number of cotton textile workers in 
India and that these weavers pro
duced only 30 per cent of the total 
Ind ian cotton textile output. It has 
to be remembered that the cotton 
mi l l industry is more labour-inten
sive than most of other industries 
working on a comparable scale and 
that the labour-intensive small units 
sutler much in comparison wi th 
large units which themselves are re
latively l ight . An indiscriminate 
development of small industries may 
easily mean the substitution of one 
type of disguised unemployment by 
another. 

The usual text-book argument 
for small industries makes much of 
the seasonal unemployment of agri
cultural labour in an underdeveloped 
country, and emphasises the need 
for providing supplementary rura l 
employment off the farm. It has 
however to be noted that there is 
in all probabili ty some seasonal un
employment in small industries also, 
and more part icularly in handicrafts; 

in so far as the seasonal depression 
in these is contemporaneous w i t h 
the seasonal decline in the labour 

demand in agriculture, the question 
of dovetailing cannot arise. A much 
more important problem in a capi
tal-deficient country is that the 
dovetailing of small Industries w i t h 
agriculture may mean a large waste 
in the form of idle capacity of a 
double set of capital equipment in 
each case. In a capital-short coun
try, fu l l utilisation of capital is more 
important than the fu l l utilisation 
of labour. A scheme entailing more 
capital formation which is l ikely to 
remain idle in the agricultural sea
son and which is not likely to reduce 
the seasonal idleness of agricultural 
equipment is not one that can be 
easily commended. 

A very important problem of 
capital-utilisation thus arises. So 
long as the supplementary occupa
tions do not divert non-labour re
sources from uses which are, or 
might be, more productive, the gain 
is clear. But there is a real danger 
of under-utilisation of capital in a 
dual system of the type generally 
proposed. From the strictly eco
nomic standpoint it is better to have 
full-t ime agriculturists and full-time, 
cottage artisans, each group special
ising in its own job, and using fully 
its own capital equipment, rather 
than workers who are cultivators for 
a part of the year and artisans for 
another part. One can make out. a 
case for small industries of the real
ly light type on many grounds; but 
this does not mean that it is desir
able to convert every part-t ime 
cultivator into a part-time artisan 
as well . 

It is not of course, implied in this 
discussion that small industries w i l l 
have no place in the economic deve
lopment of countries like Ind ia . 
Even wi thout going so far as to 
justify these industries purely on the 
ground of conformity w i t h social 
traditions, one can emphasise the 
non-economic benefits of decentralis
ed industries. Besides so long as the 
fact of labour-immobil i ty is there, 
the waste of small size may be 
smaller than the wastes of under
employed but immobile labour. S t i l l 
more important is the fact that a 
dispersed system of small industries 
may create investment-incentive, by 
its very existence and may provide 
a background of external economies 
for new industries developing in 
rural areas. It has also to be noted 
that so long as small-sized produc
t ion units are in existence, the cost 
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of improving their position would 
start f r om the level of investment 
that is already there. 

Small industries can be an 
important part of an industrial p lan, 
but they can be only a part . So 
long as capital remains relatively 
scare , labour-intensive industries 
have to be chosen and whether 
they should be large or small wou ld 
depend on the specific circumstances 
of each case. It is not always 
noticed that many large industries 
are fair ly l ight and labour-intensive. 
A good example is the cotton m i l l 
industry: one can note the historical 
fact that in almost every cheap-
labour economy, the cotton m i l l i n 
dustry has been the first to develop, 
and it is also evident why the more 
labour-intensive weaving branch of 
the industry has developed earlier 
than the relatively less labour- in
tensive spinning branch. 

It appears f rom many recent dis
cussions on p lann ing in our country 
that some very hazy notions exist 
among economists about the l ight
ness or heaviness of part icular i n 
dustries. It is useful perhaps to 
remember A, J. Brown's four- fo ld 
classification of industries into low-
skilled and l ight, high-skilled and 
l ight, low-skilled and heavy, and 
high-skilled and heavy. Even a 
poor country requires a number of: 
high-skilled and heavy industries: 
there is a min imum requirement 
which has to be provided for in any 
case. But when these have been 
planned for, the residual choice has 
to be based on a. realistic apprecia
t ion of the present and potential 
factor-supplies, and here the skil l-
intensity and capital-intensity of the 
specific industries are more import 
ant than the problem of size. 

Among the industries which are 
both low-skil led and l ight are the 
manufacture of cotton textiles, foot
wear, rubber products and glass
ware. Even a poor country w i th 
skill in short supply can easily deve
lop large product ion units in these 
and it would clearly be unecono
mical to have for these a large n u m 
ber of scattered, uncontrollable pro
duct ion units depending perhaps on 
expensively-Financed power supply. 

It is interesting to note that the 
engineering industry is also rela
tively l ight, though its skill-intensity 
is very high. This latter fact may 
seem to be discouraging, but one 
has to note that in countries like 
Ind ia , i t is the top-level skill wh ich 
is developing quickly. Most of the 

Government programmes of skills-
format ion and all the point- four ' 
and technical assistance schemes are 
helping to create a body of superior-
grade workers. One can question 
the wisdom of this, but so long as 
the fact is there, the relatively low 
capital-intensity of the engineering 
industry is encouraging. The best; 
examples of Brown's th i rd category 
—heavy but low-skilled industries— 
are cement and fertil isers; both of 
these wou ld come high in the list 
of priorities and would offer the 
advantage of being l ight in respect 
of one of the elements in short 
supply. A good example of an in 
dustry that is both heavy and h igh-
skilled is petroleum-ref ining; it may 
sometimes be necessary to put this 
also in the list of top-rank priorit ies, 
and one notices w i t h interest the 
recent Indian developments in this 
direction. 

It is not uncommon in Ind ian 
economic discussions to f ind it 
expected that small industries and 
village handicrafts would be able to 
meet local needs in clothing, shoes 
and other similar consumer goods. 
It is not however noticed that it is 
precisely in these industries that 
large-scale production is not only 
highly efficient, but also fair ly 
labour-intensive. There can of 
course be a scope for small-unit pro
duction of cloth or shoes in areas 
where immobi l i ty and communica
tion difficulties are great. But as 
a general rule, small units would 
be uneconomical when the goods 
produced are similar to those made 

by mass-production and their Special 
justi f ication as labour absorbents 
largely disappears when the compet
ing large-sized units are also fairly 
labour-intensive. 

The economist can however only 
lay down his cri teria of choice 
among alternative lines of develop
ment, not ing of course that these 
alternatives are not completely 
exclusive of one another. The 
actual choice has to depend on the 
technical data available from experts 
in other lines and f rom the resource 
budget. The criteria of choice for 
lines of development are not how
ever identical w i th the criteria of 
choice for size and scale. The. 
problem of size is basically one of 
capital-cost, factor-cost and selling 
prices-- unless it is decided to sub
sidise the growth of a part icular size 
or scale, and to secure a part icular 
geographical scatter, on grounds 
derived f rom the unremcdiable r ig i 
dities of the economic structure or 
f rom non-economic considerations. 
Such subsidisation would have its 
costs—both in terms of current 
burden and in terms of future 
effects—and it is necessary to be 
cautious in generalising about the 
desirability of developing small i n 
dustries on an extensive scale. And 
it is essential at least to remember 
that small industries do not mean 
small social costs except when the 
imperfections of the factor markets 
are so rigid as to make any alter
native scheme involve a large mea
sure of idleness or under-uti l isation 
of resources. 
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The Problem of Coal 
D. C. Driver 

C O A L is not a problem. Nature 
has been generous in her 

bounty and technology, the hand
maid of science, is ready to assist 
and has given occular evidence that 
low grade coal of I n d i a can be 
treated and washed into a higher 
quality coal. L o w grade coal we 
have in abundance. In coal-starved 
South Ind ia , geologists have dis
covered r ich lignite fields w i t h great 
possibilities for the use of this fuel 
and its bye-products. 

The problem is the human prob
lem of organisation, how to get to
gether the producers and consumers 
of coal, the Government agencies 
control l ing transportation of coal 
and its price, etc., and the Planning 
Commission directing pr ior i ty of 
public expenditure, to make the best 
use of these gifts of nature. In short 
the problem is of rationalisation. 

As regards coal, in nature every 
prospect pleases; man alone is inert. 

Consider the position of produ
cers of coa l Coal is a basic indus
try and the threat of nationalisation 
is hanging over it and nationalisa
t ion is understood by practical 
mining men to mean not adequate 
compensation but a nam-ke-waste 
pittance. In such circumstances, it 
is not fair to expect that min ing 
companies w i l l risk in future large 
fortunes in mechanising their mines 
and in providing washing plants to 
improve the grade and quality of 
their low grade coal. 

The industrial consumers of coal 
suffer both from apathy of the pro
ducer as wel l as of the Government. 
Large consumers of coal like steel 
works have their own agencies to 
inspect the quality of coal but the 
ordinary industrial • consumer can
not afford the expense of such 
inspection and is entirely at the 
mercy of the colliery making the 
supply. M o r e often than not, he 
gets coal much inferior in quali ty 
to what he has ordered and to add 
to his loss, he has to pay freight at 
the present h igh rate on this coal 
plus rubbish. The industrial con
sumer would like to buy his coal 
from the nearest coalfield to save 
freight but at such coalfields outside 
Bengal and Bihar, neither transport 
facilities are adequate; nor is the 
coal graded; both these are func
tions of the Government. If coal is 

washed and standardised, it w i l l be 
of consistent quality and for such 
coal consumers wou ld be glad to 
pay a l i t t le premium over the con
trol led price. F rom lack of rat ion
alisation, the consumer suffers- the 
most and would be ready to agree 
to make his contribution to rational
isation by paying a l i t t le more for 
coal provided he is assured of a 
regular supply of coal of consistent 
quality suitable for his purpose; but 
wi thout the washing of coal, such 
consistent supply is not practicable. 

As coal is a controlled industry, 
it is natural that its deficiencies are 
blamed upon Government, r ightly 
or wrongly, but the rationalisation 
of the coal industry is a big enough 
task for any Government; it is 
closely associated wi th the enlarge
ment of existing transport facilities 
and larger availability of finance 
than our treasury can afford. . O u r 
Government is striving hard first to 
rehabilitate transport and bring it 
to the condition existing before the 
par t i t ion and in that it has largely 
succeeded. 

Rationalisation of the coal indus
try is not entirely the business of 
the Transport Min i s t ry who can 
take care only of its transport side; 
nor is it entirely the business of 
either the Production Minis t ry or 
the Min i s t ry of Commerce and I n 
dustry. The functions of these 
various ministries affecting the coal 
industry have to be co-ordinated 
ultimately in a new Min is t ry of Coal. 
.But that w i l l take time. In the 
meanwhile the Government has 
made a beginning in setting up the 
Coal Board. Let us give our good
w i l l and support to this belated 
beginning though the Board func
tions wi thout the advantage of hav
ing a representative of the min ing 
or consuming interests or of the 
scientific, technological side of the 
industry. 

You may have more co-ordination 
and also a Coal Minis t ry but u l t i 
mately rationalisation w i l l hinge on 
finance and we cannot expect our 
Government to make an outlay of 
several crores for this purpose. 
We have, therefore, to look to the 
W o r l d Bank or the U S A for a loan 
for the rationalisation and develop
ment of our coal industry so neces
sary for the industrial upl i f t of the 
country. 
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